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Staffing 


Staffing is a critical organizational function which consists of the process of 
acquiring, deploying, and retaining a workforce of sufficient quantity and quality 
to create positive impacts on the effectiveness of the organization 


Supply the talent, skills, knowledge, and experience to achieve the organizational 
goals and objectives. 


The performance of the organization largely depends on the quality of its people. 


Staffing 


Leading/ Directing 


Directing or leading is defined as the process of influencing people so that they will 
contribute to organizational and group goals. 


e Integrating people and tasks and convincing them to assist in the achievement of 
overall objectives 


e Effective communication 


e Providing an environment for subordinates’ development 


Leading/ Directing 


“Directing is the process by which personnel are inspired or motivated to 
accomplish work.” —Russell C. Swansburg 


“Directing concerns the total manner in which a manager influences the actions of 
subordinates.” —Joseph L. Massie 


“Directing (leading) is a management function that involves working with and 
through people to accomplish organizational goals.” —Stephen P. Robbins 


“Directing (leading) is the management function that involves the manager’s 
efforts to simulate high performance by employees.” —Bateman 


Leading/ Directing 


“Directing is the interpersonal aspect of managing by which subordinates are led 
to understand and contribute effectively and efficiently to the attainment of 
enterprise objectives” — Koontz & O’Donnell 


The function of direction thus breaks down into two major activities: 
¢ Giving orders to employees 


¢ Leading and motivating them 


Requirements of effective direction 


¢ Harmony of objectives 

e Unity of command 

¢ Direct supervision 

¢ Effective communication 


¢ Follow through 


Giving orders 
An order is a device employed by a line manager to direct his/her immediate 
subordinates to start, stop or modify an activity. 

¢ Order should be clear and complete. 

¢ Order should be compatible with the purpose of the organization 

¢ Order should be compatible with employees’ personal interest. 


¢ Order should be operationally feasible. 


Orders may be communicated verbally or in writing. 


Leadership 


Leadership is the ability to develop a vision that motivates others to move with a 
passion toward a common goal. 


Leadership is a process by which a person influences others to accomplish an objective 
and directs the organization in a way that makes it more cohesive and coherent. 


Leadership is the “process of social influence in which one person can enlist the aid and 
support of others in the accomplishment of a common task” - M Chemers 


"Leadership is ultimately about creating a way for people to contribute to making 
something extraordinary happen“ = - Alan Keith 


Factors of Leadership 


Factors of 
Leadership 


Follower 


Leader 
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Factors of Leadership 


Leader - You must have an honest understanding of who you are, what you know and 
what you can do. To be successful, you have to convince your followers (not your 
superiors) that you are worthy of being followed. 


Follower - You must know your leader. A helpful starting point is having a good 
understanding of human nature, such as needs, emotions and motivation. 


Communication — Leaders communicate nonverbally as well. For e.g. set an example 
that communicates to your people that you would not ask them to perform anything 
that you would not be willing to do. Bad communication harms the relationship 
between leader and employee. 


Situation - We must use our judgment to decide the best course of action and the 
leadership style needed for each situation. What we do in one situation will not 
always work in another. 
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Importance of Leadership 


e Initiates action : Leader communicates the policies and plans to the subordinates 
from where the work actually starts. 


¢e Motivation : A leader motivates the employees with economic and non-economic 
rewards and thereby gets the work from the subordinates. 


¢ Providing guidance : A leader guides by instructing the subordinates the way they 
have to perform their work effectively and efficiently. 


¢ Creating confidence : Confidence is an important factor which can be achieved 
through 


e expressing the work efforts to the subordinates, 
e explaining their roles and giving guidelines to achieve the goals effectively 
e hearing the employees with regards to their complaints and problems. 
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Importance of Leadership 


¢ Building morale : A leader can be a morale booster by achieving full co-operation so 
that they perform with best of their abilities as they work to achieve goals. 


¢ Builds work environment : Management is getting things done from people. An 
efficient work environment helps in sound and stable growth. He should listen to his 
subordinates problems and solve them. 


¢ Co-ordination : Co-ordination can be achieved through reconciling personal interests 
with organizational goals. This synchronization can be achieved through proper and 
effective co-ordination which should be primary motive of a leader. 
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Leadership Theories 
e "Great Man" Theory 
e Trait Theory 
e Contingency Theories 
e Situational Theory 
e Behavioral Theory 
e Participative Theory 
¢ Transactional/Management theory 
¢ Relationship/Transformational Theory 


¢ Skills Theory 
14 


"Great Man" Theory 


e Great man theories assume that the capacity for leadership is inherent, that great 
leaders are born, not made. 


e These theories often portray leaders as heroic, mythic and destined to rise to 
leadership when needed. 


e The term great man was used because, at the time, leadership was thought of 
primarily as a male quality, especially military leadership. 
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Trait Theory 


Traditionally researchers identified specific traits related to leadership ability — 


i 


2. 


Physical traits (such as energy, appearance and height) 
Intelligence and ability traits 


Personality traits (such as adaptability, aggressiveness, enthusiasm and _ self- 
confidence) 


Task-related characteristics (such as achievement, drive, persistence and initiative) 


Social characteristics (such as cooperativeness, interpersonal = skills and 
administrative ability) 
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Trait Theory 


More recently, the following leadership traits have been identified — 


1. 


2. 


Drive (including achievement, motivation, energy, ambition, initiative and tenacity) 
Leadership motivation (the aspiration to lead but not to seek power as such) 
Honesty and integrity 

Self-confidence (including emotional stability) 

Cognitive ability 


Understanding of the business 
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Contingency Theories 


Contingency theories of leadership focus on particular variables related to the 
environment that might determine which style of leadership is best suited for a 
particular work situation. 


According to this theory, no single leadership style is appropriate in all situations. 


Success depends upon a number of variables, including leadership style, qualities of 
followers and situational features. 


Effective leadership depends on the degree of fit between a leader’s qualities and 
leadership style and that demanded by a specific situation. 
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Situational Theory 


Situational theory proposes that leaders choose the best course of action based upon 
situational conditions or circumstances. 


Different styles of leadership may be more appropriate for different types of decision- 
making. 


For example, in a situation where the leader is expected to be the most 
knowledgeable and experienced member of a group, an authoritarian style of 
leadership might be most appropriate. 


In other instances where group members are skilled experts and expect to be treated 
as such, a democratic style may be more effective. 


19 


Behavioural Theory 


Behavioural theories of leadership are based on the belief that great leaders are made, 
not born. 


This leadership theory focuses on the actions of leaders not on intellectual qualities or 
internal states. 


According to the behavioural theory, people can learn to become leaders through 
training and observation. 
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Participative Theory 


Participative leadership theories suggest that the ideal leadership style is one that takes 
the input of others into account. 


Participative leaders encourage participation and contributions from group members 
and help group members to feel relevant and committed to the decision-making 
process. 


A manager who uses participative leadership, rather than making all the decisions, 
seeks to involve other people, thus improving commitment and_ increasing 
collaboration, which leads to better quality decisions and a more successful business. 
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Transactional theory 


Transactional theories, also known as management theories, focus on the role of 
supervision, Organization and group performance and the exchanges that take place 
between leaders and followers. 


These theories base leadership on a system of rewards and punishments. 


A leader’s job is to create structures that make it abundantly clear what is expected of 
followers and the consequences (rewards and punishments) associated with meeting 
or not meeting expectations. 


When employees are successful, they are rewarded and when they fail, they are 
reprimanded or punished 
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Relationship/Transformational Theory 


Relationship theories, also known as_ transformational theories, focus on the 
connections formed between leaders and followers. 


In these theories, leadership is the process by which a person engages with others and 
is able to “create a connection” that results in increased motivation and morality in 
both followers and leaders. 


Relationship or transformational Management leaders motivate and inspire people by 
helping group members see the importance and higher good of the task. 


These leaders are focused on the performance of group members, but also on each 
person to fulfilling his or her potential. 


Leaders of this style often have high ethical and moral standards. 
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Skills theory 


The skills theory of leadership follows a leader-centred perspective, similar to the traits 
theory. However, the difference is that the skills approach puts more emphasis on the 
skills and abilities that can be learned and developed. 


Skills needed 


9990 
The skills approach provides an outline To 
of the skills of leaders at all levels that es ae Conceptual 


an organisation can use. Moreover, it 

helps one identify their own strengths 

and weaknesses in regard to the three Middle 
key skills identified by Katz: technical, silt sina 


human and conceptual. 
t} \ gw 
Supervisory Technical ; 
management 


Katz, R.L. (1955) ‘Skills of an Effective Administrator’. 
: : Adapted from Katz (1955: 33-42) 
Harvard Business Review 33 (1), 33-42 24 


Leadership behaviour and styles 


Three theories are discussed here related to leadership behavior and styles. They are 
1. Styles based on use of authority 
2. The managerial grid 


3. Leadership as a continuum 
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Styles based on use of authority 
Leaders are seen applying three basic styles 


¢The autocratic leader commands and expects compliance, is dogmatic and positive, 
and leads by the ability to withhold or give rewards and punishments 


¢The democratic or participative leader consults with subordinates on proposed 
actions and decisions and encourages participation from them. This type of leader 
ranges from the person who does not take action without subordinates’ concurrence 
to the one who makes decisions but consults with subordinates before doing so 


¢ The free-rein leader uses very little of his or her power, if at all, giving subordinates a 
high degree of independence in their operations 
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Leadership behaviour and styles —— 


participative 
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Autocratic 
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¢There are variations within this simple 


Free-rein | classification of leadership styles. Some 
eacer *L 
*s. leaders are seen as “benevolent 


autocrats”. 
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Fotower }) Fatiower * Benevolent: Autocrats - although they 
listen considerately to their followers’ 
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¢ It was developed by Robert Blake 
and Jane Mouton 


°The grid has 2 dimensions — 
concern for people and concern 
for production 


CONCERN FOR PEOPLE 


IMPOVERISHED AUTHORITY-COMPLIANCE 
2 MANAGEMENT MANAGEMENT 


LOW 1 2 3 4 5 6 7 8 9 HIGH 


Blake, R. and Mouton, J. (1964). The Managerial Grid: The Key to Leadership Excellence. Houston: Gulf Publishing Co. 
https://www.business-to-you.com/blake-mouton-managerial-grid/ 28 
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Leadership as a continuum 


The leadership continuum concept was developed by Robert Tannenbaum and Warren 
H. Schmidt. 


They see leadership as involving a variety of styles ranging from one that is highly boss- 
centered to one that is highly subordinate-centered 


The styles vary with the degree of freedom a leader or manager grants to subordinates 


Thus, instead of suggesting a choice between the two styles of leadership — 
authoritarian or democratic — this approach offers a range of styles with no suggestion 
that one is always right and another is always wrong 


The continuum theory recognizes that the appropriate style of leadership depends on 
the leader, the followers and the situation 
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Leadership as a continuum 
<————_ Subordinate-centred leadership 


Manager-centred leadership —————____———-"> 


Use of authority 
by the manager 


Area of freedom 
for subordinates 


Manager Manager Manager Manager Manager Manager Manager 
makes “sells” presents presents presents defines permits 
decision decision Ideas and tentative problem, limits; subordinates 
and invites decision gets asks group to function 
announces questions subject to suggestions, to make within limits 
it change makes decision defined by 
decision manager 31 


The path-goal approach to leadership effectiveness 
¢ This theory was developed by Robert House 


¢ The path-goal theory suggests that the main function of the leader is to clarify and set 
goals with subordinates, help them find the best path for achieving the goals and 
remove obstacles. 


¢ The term path-goal is derived from the belief that effective leaders clarify the path to 
help their followers get from where they are to the achievement of their work goals 
and to make the journey along the path easier by reducing roadblocks. 
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The path-goal approach to leadership effectiveness 
¢ House identified four leadership behaviors 


1. The directive leader \ets followers know what is expected of them, schedules work 
to be done and gives specific guidance as to how to accomplish tasks 


2. The supportive leader is friendly and shows concern for the needs of followers 


3. The participative leader consults with followers and uses their suggestions before 
making a decision 


4. The achievement-oriented leader sets challenging goals and expects followers to 
perform at their highest level 
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Motivation eX 


ATTITUDE 


Motivation is what explains why people (SUCCESS 
initiate, continue or terminate a_ certain 


behavior at a particular time. sani 2 


IDEA SUPPORT px) PERFORMANCE 


The word motivation is derived from motive, which is defined as an active form of a 
desire. Motives are based on needs. 


= Primary needs: water, air, food, sleep, shelter,.... 


= Secondary needs: self-esteem, status, affiliation with others, affection, 
accomplishment, self-assertion..... 
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What is Motivation ? 


The processes that account for an individual’s intensity, direction and persistence of 
effort toward attaining a goal. 


¢ Intensity — how hard a person tries 
¢ Direction — effort that is channeled toward and consistent with organizational goals 
¢ Persistence — how long a person can maintain effort 


The processes that account for an individual’s willingness to exert high levels of effort 
to reach organizational goals, conditioned by the effort’s ability to satisfy some 
individual need 


¢ Effort: a measure of intensity or drive 
¢ Direction: toward organizational goals 
¢ Need: personalized reason to exert effort 
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Theories of Motivation 


Content Process 
Theories Theories 


What How does it 
motivates? motivate? 


Maslow's hierarchy of needs Adams' equity theory 
Herzberg's motivation-hygiene theory Vroom's expectancy theory 


Alderfer's ERG theory Goal-setting theory 


Mcgregor’s Theory X and Theory Y Reinforcement theory 


36 


MICGREGOR’S THEORY X AND THEORY Y 


Two sets of assumptions about the nature of people by Douglas McGregor. 


Theory X assumptions: 


Average human beings have an inherent dislike of work and will avoid it if they 
can. 


Because of this human characteristic of disliking work, most people must be 
coerced, controlled, directed and threatened with punishment to get them to put 
forth adequate effort toward the achievement of organizational objectives. 


Average human beings prefer to be directed, wish to avoid responsibility, have 
relatively little ambition and want security above everything else. 
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MICGREGOR’S THEORY X AND THEORY Y 


Theory Y assumptions: 


The expenditure of physical and mental effort in work is as natural as play or rest. 


External control and the threat of punishment are not the only means for producing 
effort toward organizational objectives. People will exercise self-direction and self- 
control in the service of objectives to which they are committed. 

The degree of commitment to objectives is in proportion to the size of the rewards 
associated with their achievement. 

Average human beings learn, under proper conditions not only to accept the 
responsibility but also to seek it. 

Under the conditions of modern industrial life, the intellectual potentialities of the 
average human being are only partially utilized. 
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MCGREGOR’S THEORY X AND THEORY Y 


Theory X managers believe Theory Y managers believe 


that most people ... that most people... 


Are driven by monetary concerns << ~ Are driven by job satisfaction 
Will avoid work when possible — Actively seek work 


Lack ambition and dislike 
responsibility 


——p Show ambition and seek responsibility 
Are indifferent to organisational <== Are commited to organisational 
needs objectives 

—- 


Lack creativity and resist change Are creative and welcome change 
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Maslow's Hierarchy of Needs Theory 


MASLOW'S 
HIERARCH? 4 “ fa ‘ \ psychologist who studied positi 
OF NEEDS f BN Ne 


human qualities and the lives of exempla- 
ry people. In 1954, Maslow created the 
Hierarchy of Human Needs and 
expressed his theories in his book, 
Motivation and Personality. 


ec? (esteem ) Byte: 


Self-Actualization - A person’s 
motivation to reach his or 
3 her full potential. As shown 
; in Maslow's Hierarchy of 
LOVE/ BELONGING Needs, a person's basic 
: needs must be met 
before self-actualiza- 
tion can be 
achieved. 
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Maslow's Hierarchy of Needs Theory 


¢ Needs were categorized as five levels of lower to higher-order needs 
¢ Individuals must satisfy lower-order needs before they can satisfy higher order needs 
¢ Satisfied needs will no longer motivate 


¢ Motivating a person depends on knowing at what level that person is on the 
hierarchy 


Hierarchy of needs 


¢ Lower-order (external): physiological, safety 


¢ Higher-order (internal): social, esteem, self-actualization 
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Alderfer's ERG theory 


People are motivated by existential needs, (basic needs), relational needs (social and 
esteem need) and growth needs (self-development) — Clayton Alderfer. 


One may be motivated by needs on several levels at the same time. 
¢ Existential needs 
Physiological 
¢ Relational needs 


How one individual relates to his/her social environment 


¢ Growth needs 


Achievement and self actualization 
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Herzberg's motivation-hygiene theory 
¢ Job satisfaction and job dissatisfaction are created by different factors 
¢ Hygiene factors: extrinsic (environmental) factors that create job dissatisfaction 
¢ Motivators: intrinsic (psychological) factors that create job satisfaction 
e Attempted to explain why job satisfaction does not result in increased performance 
¢ The opposite of satisfaction is not dissatisfaction, but rather no satisfaction 
hygiene 
noun (U] 


the practice or principles of keeping yourself and your environment clean in order to 
maintain health and prevent disease: 
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Herzberg's motivation-hygiene theory 


Maslow’s 
Need Hierarchy 


Self-actualization 


Esteem or 
status 


Affiliation or 
acceptance 


Security or 
safety 


Physiological 
needs 


Motivators 


Maintenance factors 


Herzberg’s 
Two-factor Theory 


Challenging work 
Achievement 
Growth in the job 
Responsibility 
Advancement 
Recognition 


Status 
Interpersonal relations 
Quality of supervision 
Company policy and 

administration 
Working conditions 
Job security 
Salary 
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Vroom's expectancy theory 


People will be motivated to do things to reach a goal if they believe in the worth of that 
goal and if they can see that what they do will help them in achieving it — Victor H Vroom 


Force = Valance x Expectancy 


Force — strength of a person’s motivation 
Valance — strength of a person’s preference for an outcome 


Expectancy — probability that a particular action will lead to a desired outcome 
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Goal-setting Theory 


¢ Proposes that setting goals that are accepted, specific, and challenging yet achievable 
will result in higher performance than having no or easy goals. 


¢ This theory states that goal setting is essentially linked to task performance. 


elt states that specific and challenging goals along with appropriate feedback 
contribute to higher and better task performance 


Planning 
actions 


Benefits of Participation in Goal-Setting 
¢ Increases the acceptance of goals 


¢ Fosters commitment to difficult, public goals 


Provides for self-feedback (internal locus of control) that guides behavior and 
motivates performance (self efficacy) 
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Skinner’s Reinforcement Theory 


¢ The psychologist B. F. Skinner of Harvard developed an interesting, but controversial, 
technique for motivation. 


¢ This approach, called positive reinforcement or behavior modification, holds that 
individuals can be motivated by proper design of their work environment and by 


praise for their performance and that punishment for poor performance produces 
negative results. 


e Assumes that a desired behavior is a function of its consequences, is externally 
caused, and if reinforced, is likely to be repeated. 


¢ Positive reinforcement is preferred for its long-term effects on performance 


¢ Ignoring undesired behavior is better than punishment which may create additional 
dysfunctional behaviours. 
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Skinner’s Reinforcement Theory 
Skinner and his followers do far more than praise good performance. 


They analyze the work situation to determine what causes workers to act the way they 
do and then they initiate changes to eliminate troublesome areas and obstructions to 
performance. 


Specific goals are then set with workers’ participation and assistance, prompt and 
regular feedback of results is made available, and performance improvements are 
rewarded with recognition and praise. 


Even when performance does not equal goals, ways are found to help people and to 
praise them for the good things they do. 
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Adams’ Equity Theory 


* Employees make comparison of their job inputs and outcomes relative to those of 
others 


¢ Motivation is influenced by an individual’s subjective judgment about the fairness of 
the reward he or she gets, relative to the inputs in comparison with the rewards of 
others - J Stacy Adams 


¢ There are many different types of factors that can be thought of as inputs. Captured in 
these inputs are both physical labor and a wide range of things considered to be 
emotional labor. 


time, education, prior experience, effort, loyalty, hard work, adaptability, 
resilience, flexibility, determination, enthusiasm, tolerance, support of 
others , trust and the willingness to follow leaders. 
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Equity Theory 
Employees make comparison of their job inputs and outcomes relative to those of 


others: 
Outcomes byaperson Outcomes by another person 


Inputs by a person Inputs by another person 
aes Tnequity due to beg underrewarded 
l4 ly 
cme Equity 
fs 
ces Tnequity due to beg overrewarded 
la ls 


Inequitable reward == dissatisfaction, reduced output, departure from organization. 
Equitable reward == continuation at the same level of output. 


More than equitable reward == hard work, reward discounted. 7 


Special Motivational Techniques 


- Money: money is often more than monetary value; it can also mean status or power 
or other things. 


¢ Intrinsic rewards: include a feeling of accomplishment and self-actualization. 
¢ Extrinsic rewards: include benefits, recognition, status symbols and money. 

¢- Pay may be based on individual, group and organizational performance. 

¢ Participation (Recognition) 


¢ Quality of working life 
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Porter and Lawler Motivation Model 
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Porter and Lawler Motivation Model 


¢The amount of effort (the strength of motivation and energy exerted) depends on the 
value of a reward plus the amount of energy a person believes is required and the 
probability of receiving the reward. 


¢ The perceived effort and probability of actually getting a reward are in turn influenced 
by the experience of actual performance. 


¢ If people know they can do a job or if they have done it, they have a better appreciation 
of the effort required and know better the probability of getting a reward. 


¢ This model means that motivation is not a simple cause and effect matter. Managers 
should carefully assess their reward structures. 


¢ Through careful planning, managing by objectives, and clearly defining duties and 
responsibilities through a good organization structure, the effort-performance—reward— 
Satisfaction system can be integrated into an entire system of managing. 
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Functions of Management 


Managment 
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Planning Organizin Staffin Leading Controllin 
g g g 
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Controlling 


The managerial function of controlling is the measurement and correction of 
performance in order to make sure that enterprise objectives and the plans devised to 
attain them are being accomplished. 


New plans 


ee we we ee ee ee 


; No undesirable 
' implementation | Controlling: | we 
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| with results 
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Undesirable deviation 


V 


| Corrective action 


55 


Controlling 


¢ Control techniques and systems are essentially the same for controlling cash, office 
procedures, morale, product quality, and anything else. 


¢The basic control process, wherever it is found and whatever is being controlled, 
involves three steps: 


(1) establishing standards 
(2) measuring performance against these standards 


(3) correcting variations from standards and plans. 
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Establishment of Standards 


Actual organizational and individual performances are compared against the 
performance standards. 


The performance standards should be clear, concrete and measurable in nature. They 
should also be consistent with the goals and objectives of the organization. 


Normally, the goals formulated by managers at the time of planning become the 
standards for controlling process. 


Performance standards must be stated clearly in definite terms since they become the 
criteria for managers to evaluate the past, present or future actions of the people. 
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Establishment of Standards 


Organizations normally decide on the type and form of performance standards 
depending on what is measured and the managerial levels that are responsible for 
taking corrective actions. 


The performance standards are usually generated from within the organization but 
sometimes they may originate from outside sources too. Eg: FSSAI standards for 
articles of food. 


Once the management decides on what is to be measured, it should decide how to 
measure the performance. In this regard, the management should decide the key 
performance areas or Key Result Areas (KRAs) that are to be measured. 
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Establishment of Standards 


The KRAs refer to those aspects of an organization that need to function effectively so 
that the organization, as a whole, succeeds in accomplishing its goals and objectives. 


ein case of the marketing function, the KRAs can be sales volume, salesperson’s 
performance, sales expenses and advertising expenses. 
eit may be quantity, quality, cost and productivity for production function. 


¢ In case of HR function, industrial relations, attrition and absenteeism can be the 
key indicators. 


Performance standards at higher levels of the management are generally abstract in 
nature and difficult to be measured. For instance, “customer satisfaction” or “employee 
morale” may become the standard for an organization as a whole. 
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Measurement of Performance 


Most performance measures are expressed in quantitative terms (like sales figures or 
cost of units produced). When performance measures cannot be quantified, non- 
numerical data (qualitative data) can be used as performance measures. 


Performance measurement is a continuous and ongoing activity of organizations. The 
timing of performance measurement is crucial for the success of the control exercises. 


The nature of product / service and the time frame of the organizational goals influence 
the timing of performance measurement. Short-term goals need evaluation on a short- 
term basis. Long-term goals provide a longer time frame for performance evaluation. 


Any mismatch between the duration of the goals and frequency of performance 
evaluation may lead to the failure of control exercise. 
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Measurement of Performance 


Managers tend to use one or more of the four approaches to measure the actual 
performance - personal observations, statistical reports, oral reports and written 
reports. 


¢ The daily, weekly and monthly reports on sales figures measure sales 
performance. 


¢ Product quality, production volumes and unit cost measure production 
performance. 


¢ Employees’ absenteeism and turnover, and employee satisfaction can be used to 
measure any management situation as people management is the responsibility 
of all the managers. 
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Correcting variations from standards and plans 
Some variation in performance can be anticipated in all organizational activities. 


The actual performance may be more than (positive variation), less than (negative 
variation) or equal to the standard. 


Managers normally initiate corrective actions only when the variations exceed the 
permissible limits or range. 


Need for Action = Desired Performance — Actual Performance 
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Correcting variations from standards and plans 


Managers normally choose to act in any one of the following three ways after they 
complete performance evaluation: 


(i) Maintaining the status - when the actual performance is equal to the standards or 
the deviation is within acceptable limits. Positive feedback and rewards to people will 
encourage them to continue to meet the performance standards. 


(ii) Correcting actual performance — when the actual performance is less than the 
standards. Corrective actions require certain changes in some behaviour, actions or 
other aspects of the organization, take actual performance closer/equal to standards. 


(iii) Changing the standards— Performance variances can also occur due to improper 
standards like unrealistically too high or too low standards. Managers should upwardly 
revise or lower the standards as required. 
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Correcting variations from standards and plans 
Correcting actual performance 


Managers may provide training, initiate disciplinary actions or decrease monetary 
benefits, if unsatisfactory work is found to be the reason for performance variation. 


Managers must first decide whether the situation requires immediate corrective action 
or basic corrective action. 


e If the performance problem is to be attended immediately to achieve desired 
performance levels, managers may prefer immediate corrective actions. 


¢ If the managers want to know the root cause of performance variation, they 
should go for basic corrective actions. 


e Basic corrective actions help managers to know why and how the performance 
deviated. 
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Critical Point Standards 


The principle of critical point control, one of the more important control principles, 
states that effective control requires attention to those factors critical to evaluating 
performance against plans. 


(1) physical standards (5) program standards 

(2) cost standards (6) intangible standards 

(3) capital standards (7) goals as standards 

(4) revenue standards (8) strategic plans as control points 
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Critical point standards 


1. Physical standards 
¢ labor-hours per unit of output, pounds of fuel per horsepower per hour, ton-miles 
2. Cost standards 


¢ direct and indirect costs per unit produced, labor cost per unit or per hour, material 
cost per unit, machine-hour costs, selling cost per dollar or unit of sales 


3. Capital standards 


ereturn on investment, ratio of current assets to current liabilities, ratio of debt to 
net worth, etc. 


4. Revenue standards 


* revenue per bus passenger-mile, average sales per customer, and sales per capita in 


a given market area 
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Types of Critical point standards 


5. Program standards 


¢ a variable budget program, a program for formally following the development of 
new products 


6. Intangible standards 
* competence of the divisional purchasing agent, 
7. Goals as standards 
° Qualitative and Quantitative goals 
8. Strategic plans as control points for strategic control 


¢ Systematic monitoring at strategic control points and modifying the organization’s 
strategy based on this evaluation 
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Benchmarking 


elt is an approach for setting goals and productivity measures based on best in industry 
practices 
Three types - 
1. Strategic benchmarking 
* compares various strategies and identifies the key strategic elements of success 
2. Operational benchmarking 
* compares relative costs or possibilities for product differentiation. 


3. Management benchmarking 


¢ focuses On support functions such as market planning and information systems, 
logistics, human resource management, and so on. 
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Benchmarking 


¢ Benchmarking concept is now widely accepted. 


¢Benchmarking was developed out of the need to have data against which 
performance can be measured. 


¢ The benchmarking procedure begins with the 
1. Identification of what is to be benchmarked 
2. Select the superior performers 
3. Data gathering and analysis 
4. Set basis for performance goals. 


¢During the implementation of the new approach, performance is periodically 
measured and corrective actions are taken at that time. 
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Types of management controls 


Types of 


management 


Financial 
control 


Operations 
control 


Financial 
statements 


Ratio analysis 


Feedforward 
control 


Concurrent 
control 


Feedback 
control 


Financial audit 


controls 


Structural Strategic | |Information 
control control control 
Centralization 
Output control 
Cultural control 
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Operations Control 


Operations control deals with the processes adopted by an organization for conversion 
of resources into products or services. 


As organizations mostly operate in an open system, they interact with the environments 
through an input—throughput (process)—output cycle. This calls for control at every 
phase of the cycle. 


The three types of control that deal with different phases of input—process—output 
cycle are feedforward control (preliminary control), concurrent control (screening 
control) and feedback control (post-action control). 


These operation controls can be exercised at different points with regard to the 
conversion process adopted by an organization. 
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Operations Control 
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Real-time Information and Control or Concurrent control 


¢ Concurrent controls monitor ongoing employee activity to ensure consistency with 
quality standards. 


¢These controls rely on performance standards, rules and regulations for guiding 
employee tasks and behaviors. 


¢ Employees monitor the measurements; if they see that standards are not being met in 
some area, they make a correction themselves or let a manager know that a problem 
is occurring. 


73 


Feedback/Post Action Control 
Measurement Comparison 


Desired 
Actual ree of actual 


performance performance a serormercs performance 
against 
standards 


Program of Analysis of 


Implementation Identification 


of corrections corrective fm cales Ot of deviations 


action deviations 


¢ Feedback control is a process that managers can use to evaluate how effectively their 
teams meet the stated goals at the end of a production process. 


¢ Feedback control evaluates team’s progress by comparing the output the team was 
planning on producing to what was actually produced. 


¢ Feedback control attempts to measure the result of certain actions. If problems exist, 


corrective action is undertaken. 
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Preliminary/ Feed Forward Control 


¢ They attempt to identify and prevent deviations in the standards before they occur. 


e Feedforward controls focus on human, material, and financial resources within the 
organization. 


¢ These controls are evident in the selection and hiring of new employees. For example, 
organizations attempt to improve the likelihood that employees will perform up to 
standards by identifying the necessary job skills and by using tests and other screening 


devices to hire people with those skills. 
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Financial Control 


The primary purpose of financial control is to check whether the financial resources are 
optimally utilized so that the organization controls cost and earns profit. 


Financial statements 


Financial statements are summaries of monetary data about an organization. 
Financial statements typically include the balance sheet and the income statement. 


Balance sheet shows the financial position of the organization at a particular point of 
time (say, on 31st March) by listing its assets and liabilities. 


Income statement indicates the profit or loss of the organization’s business operations 
during the year. 
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Financial Control 


Ratio analysis 
Ratios are useful to managers in assessing the financial health of an organization. 


Ratio analysis involves the comparison of any two related financial data to make 
meaningful inferences. 


The rationale behind the preparation of ratio analysis is that a single figure (say, a profit 
of Rs. 5 million) by itself has little meaning unless it is compared with another relevant 
figure (say, a capital Rs. 50 million). 


The frequently used ratios are Liquidity ratios, Activity ratios, Leverage/Capital 
Structure ratios, Profitability ratios etc. 
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Financial Control 


(a) Liquidity ratios 

determine the ability of an organization to meet its short-term financial obligations. 
indicates the organization’s short-term financial strength or solvency. 

examples are current ratio, liquid or quick ratio and absolute liquid ratio. 

(b) Activity ratios 

measure how effectively the organization uses its resources. 


evaluates the performance of inventories, accounts receivables (debtors and bills 
receivables), accounts payables (creditors and bills payable), fixed assets, etc. 


examples are inventory turnover ratio, receivable turnover ratio and payable turnover 
ratio. 
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Financial Control 

(c) Leverage/capital structure ratios 

useful in assessing the long term financial strength of an organization. 

measure of an organization’s ability to pay interest and the principal on due dates. 
establish relationship between the owner’s capital and borrower’s fund. 

examples are debt—equity ratio, debt—assets ratio and equity—assets ratio. 

(d) Profitability ratios 

measure the operating efficiency of the organization. 

enable managers to understand the financial soundness of the organization. 


examples are gross profit ratio, net profit ratio, expense ratio, return on assets ratio and 
return on capital employed ratio. 
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Financial Control 
Budget 


Budgets are the important financial tools used by managers for controlling work 
activities at almost all levels of the organization. It is a financial plan of an organization 
developed for a specific period of time. 


Budgets offer information on the estimated revenues and expenses connected with a 
function (marketing, production, etc.), a unit or an organization. It also indicates which 
work activities are important and the resources necessary to be allocated to them. 


Budgets which are formulated before the commencement of the work activities 
become the standards for the managers for measuring, monitoring and controlling the 
work activities. 


Budget feedback can serve as inputs for improving both the planning and controlling 


processes. 
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Financial Control 
Budget 


Budgets can broadly be classified into operating budgets and financial budgets. 


Operating budget deals with the physical activities of organizations. Examples are 
purchase budgets, production budgets, sales budgets and expenses budgets. 


Financial budget deals with cash receipts and payments, business results and financial 
status or positions. Examples are cash budget, budgeted income statement, budgeted 
statement of retained earnings and the budgeted balance sheet. 
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Financial Control 
Financial audit 
It is an independent examination and expression of opinion on the financial statement 


of an enterprise by an appointed auditor. 


It involves independent verification of an organization’s financial, operational and 
accounting practices. It provides assurance on the reliability and fairness of the 
information in conformity with the standards. 


Compliance audits and operational audits. Compliance audits confirm the fairness of 
information against the given standards. Operational audits evaluate the efficiency and 
effectiveness of a work activity, function, unit, department or the whole organization. 


Audit can also be classified as external audit and internal audit. 
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Structural Control 


Structural control focuses on the effectiveness of the organization’s structural variables 
or elements in accomplishing the predetermined goals and objectives. 


Centralization 


When decision-making powers are centralized and vested with the managers, they can 
achieve control over decision-making process. 


Managers can also achieve control over the decision-making process by insisting that 
the decision makers obtain their approval for decisions before implementing them. 


Formalization 


Managers may enforce strict, detailed and formal rules, procedures, policies and 
guidelines for guiding in the decision-making process in organizations. In this way, they 
can have close control over the organizational members. 
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Structural Control 


Output control 


Managers may control the decision-making process by establishing goals and 
objectives that will act as measures for decisions. 


Cultural control 


“Organizational culture is a system of shared values and beliefs that interact with an 
organization’s members, structures, and control systems to produce behavioral norms.” 


By establishing a set of shared values and expectations, managers can guide the 
decision-making process. In this way, organizational culture can help managers in 
controlling the decision-making process even without any strong base of power. 
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Strategic Control 


Strategic control attempts to identify how effective an organization’s corporate, 
business and functional strategies are in fulfilling the organizational goal and objectives. 


This control attempts to make sure that organizations keep effective alignment with 
their environment that facilitates the achievement of their strategic goals. 


Top-level managers depend on strategic control to gain an operational understanding of 
the organizations’ various operating units. 


Strategic control involves effective and continuous control of leadership, technology, 
human resources, information, structure and operational systems. 


For example, an organization may analyse whether the existing structure or leadership 
style accelerates or decelerates the decision-making process of the organization. 
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Information Control 


Managers need the right information at the right time for making the right decisions 
about people and physical resources. They also need adequate information for 
supervising and evaluating the organizational activities. 


There is a growing need to tighten the information control mechanisms due to frequent 
information thefts caused by internal and external security breaches. 


Managers often rely on computer-based management information system (MIS) to get 
the necessary information in a timely and need-based manner. 


MIS is capable of gathering data and converting them into appropriate information 
useful for managers. 
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Management by exception in controlling 


Management by exception (MBE) is a management strategy in which 
managers will only step in when there are_ significant 
deviations from planned outcomes. These can be either operational 
or financial outcomes. 
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Control Techniques in Management 


Traditional Techniques Modern Techniques 

¢ Budgetary Control ¢ Zero-Base Budgeting 

¢ Standard Costing ¢ Network Analysis (CPM, PERT) 
¢ Financial Ratio Analysis ¢ Management Audit 


¢ Internal Audit 
¢ Break-Even Analysis 


e Statistical Control 
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Management Audit 


A management audit is nothing but a systematic evaluation of an organization’s 
management and its overall performances. It comprises of a systematic and 
comprehensive appraisal of each individual managerial function. 


While accounting audits study financial performances, management audits deal with 
managerial activities. 


A typical management audit appraises the performances of managers and their 
organization on various standards. These include their corporate structure, corporate 
earnings, treatment of shareholders, production efficiency and fiscal policies. 


Even executive evaluation, appraisal of top-level management, research & 
development, and economic functions are important standards. 
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Zero-Base Budgeting 


American business executive and management expert Peter Pyhrr first introduced zero- 
base budgeting in the 1970s. 


This process requires a manager to prepare and justify his budget from scratch (hence 
the name zero-base). 


Managers first define the objectives of each activity they propose to supervise. Next, 
they should prepare alternative spending plans relating to smaller facets of each 
activity. These plans relate to minimum expenditure levels, the requirement of 
resources, targets achievable with additional expenditure, etc. 


After preparing these alternative plans, managers have to rank them in priorities. 
Managers need to keep evaluating these plans routinely after implementing them. 


This technique of controlling allows effective budgeting as well as sound planning. 
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Network Analysis 


A network is basically a system of interconnected things and plans. Network analysis, 
thus, is a technique of planning and controlling complex relationships between 
business activities. 


1. Critical path method 


Under this technique, managers break down tasks into smaller factions and define the 
relationships between them. Next, they mark these relationships on a “network 
diagram” using flowcharts and mapping techniques. 


Changes in one faction, in turn, helps them determine how other factions will change 
as well. This process, thus, makes controlling and planning easier and effective. 
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Network Analysis 


2. Programme evaluation and review technique 


Managers generally deploy this technique for planning and controlling individual 
projects. It basically includes tasks like planning schedules, budgeting, forecasting 
requirement of resources and developing alternative plans. 


Furthermore, this technique uses probability and linear programming to assist in 
control management. 


¢ Probability estimates the chances of success and failure of each part of a project. 


¢ On the other hand, linear programming helps in maximizing the objectives of 
each individual action. 
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Standard Costing 
Standard costing relies on standard and regular/recurring costs. 


Under this technique, managers record their costs and expenses for every activity and 
compare them with standard costs. This controlling technique basically helps in 
realizing which activity is profitable and which one is not. 
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Break-Even Analysis 


Break-even analysis shows the point at 
which a business neither earns profits 
nor incurs losses. This can be in the 
form of sale output, production 
volume, the price of products, etc. 


Managers often use break-even 
analysis to determine the minimum 
level of results they must achieve for 
an activity. Any number that goes 
below the break-even point triggers 
corrective measures for control. 


Revenue Total Revenue 
and Cost $ 
Total 
Costs 
KY 
Break-Even = 
Revenue 
$400,000 Se phate 
Break-Even 
Point 
$200,000 Fixed Costs 
Break-Even 
Quantity 
0 2,000 4,000 6,000 Quantity 
Demanded 
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Statistical Control 


The use of statistical tools is a great way to understand an organization’s tasks 
effectively and efficiently. They help in showing averages, percentages, and ratios using 
comprehensible graphs and charts. 


Managers often use pie charts and graphs to depict their sales, production, profits, 
productivity, etc. Such tools have always been popular traditional control techniques. 
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Responsibility Accounting 


A responsibility centre is an organisational unit such as division, department or section 
headed by a manager who is responsible for specified targets. 


There are four types of responsibility centres, namely, cost centre, revenue centre, 
profit centre and investment centre. 


¢ In a cost centre, financial performance is measured, by the degree to which 
assigned tasks are accomplished within the budgeted amount of expense. 


¢ In a revenue centre, financial performance is measured by the success in 
achieving budgeted levels of sales revenue. 


¢ Ina profit centre, financial performance is measured by comparing actual profits 
with budgeted profits. 


¢ In an investment centre, the manager is held responsible for the effective use of 


capital or for the budgeted return on investment. 
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Case study 


It all began in 1962 in a small town in Arkansas when Sam Walton noted the need for 
serving customers in small towns. Retailers such as Kmart and Sears focused on big 
towns. This created an opportunity for Wal-mart to fill people’s needs in rural areas. 
This small town orientation is reflected in the company’s values, which emphasize 
maintaining good relationships with staff as well as suppliers. Sam Walton’s values and 
his philosophy of simplicity and frugality live on after his death. The focus on cost 
savings enable the company to offer “everyday low prices”, which has become the 
familiar company slogan. 
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Case study 


Wal-mart has one of the most sophisticated logistic systems controlled by computers. 
Yet its headquarters are located in a small town on Bentonville, Arkansas. The small- 
town orientation in its business approach contributed to its value-based success story. 


Success did not come by accident; rather, it is based on careful planning of a unique 
strategy, a simple organization structure, an effective human resource policy, an 
inspiring leadership style initiated by founder Sam Walton, and a clever use of 
information technology to manage its inventory. 
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Case study 

Planning: From small towns to a Global Strategy 

Simple organization structure: Centralized and Decentralized 
Human Resource Management: People, the Most important Assets 
Leadership by example: Simple Frugality Communicated Effectively 


Controlling a Large Organization: Sharing information and Technologies with Suppliers 
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